
Attachment A

General Fund Balancing Strategy Detail
2010-2011 Adopted Budget

This Attachment is intended to provide a
more detailed summary of the key actions
taken to balance the 2010-2011 Adopted
General Fund Budget. Significant revisions to
the February 2010 Forecast Base Budget, as
well as the key elements of the strategy to
bring the General Fund into balance in the
Adopted Budget are described.

In February 2010, the Administration
presented to the City Council formal
projections for the 2010-2011 General Fund
budget as part of the 2010-2011 City Manager's
Budget Request & 2011-2015 Five-Year Forecast
and Revenue Prqjections document. The 2010
2011 "base-case" projections in that
document estimated a 2010-2011 General
Fund shortfall totaling approximately $116.2
million. This shortfall represented the gap
between projected 2010-2011 General Fund
resources and the expected cost of current
services in next year's terms, as well as several
Council "committed" augmentations (e.g., the
costs of operating and maintaining new
facilities). In addition to the basic General
Fund shortfall, it was noted that an additional
shortfall of about $3.3 million existed in the
cost-recovery development-related fee
programs in the General Fund.

Subsequent to the release of the February
Forecast and based on updated information, a
number of revisions to both expenditures and
revenue estimates were made, which
constituted the Revised Forecast Base
Budget included in the Adopted Budget.

The revisions to the Base Budget included a
series of changes that produced a very small
reduction in General Fund sources and a very
small decrease in overall costs. These changes
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resulted in a slight decrease of $0.2 million to
the estimated General Fund shortfall, bringing
the revised deficit to $116.0 million. This is
the amount that was addressed by the
Proposed Budget balancing plan. These
adjustments to the Base Budget are described
in more detail below.

In addition to developing a strategy to
eliminate the basic $116.0 million shortfall, a
separate strategy was brought forward to
address the shortfall ($2.5 million) projected
for the General Fund cost-recovery
Development Fee Programs. This was down
by $0.8 million from the $3.3 million shortfall
previously identified due to updated overhead
rates issued by the Finance Department, lower
office space costs due to a smaller workforce,
and a continuing weakening in development
related revenues. In order to isolate the fee
program problem and ensure that solutions
were made specific to those fee programs,
that gap is listed and discussed in this
document separately from the basic General
Fund shortfall. The Development Fee
Programs are directed by City Council policy
to recover 100% of the cost of development
review and inspection. The February Forecast
assumed that consistent with that policy, these
fee programs would develop a strategy that
would completely address this shortfall. The
Proposed Budget includes such a strategy.
Including the fee program shortfall, therefore,
the total gap addressed in the Proposed
Budget was $118.5 million.

The 2010-2011 Proposed Budget contained a
set of actions that increased both overall
General Fund sources (by a total of $56.6
million), and decreased net costs (by $61.9
million). The changes in sources included two
major components: additional 2010-2011
Beginning Fund Balance generated from
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reserves and expenditure savings in 2009-2010
($15.5 million) and the addition of $41.1
million in revenues and transfers from other
funds to be generated in 2010-2011.

The expenditure decrease of $61.9 million was
the net impact of two components:
expenditure reductions of $88.2 million offset
by $26.3 million in proposed augmentations.
The proposed reductions of $88.2 million
included position, non-personal/equipment,
and city-wide expenses eliminations ($74.1
million), as well as total compensation
reductions of 5% (Unit 99/82) ($1.3 million),
funding shifts ($5.3 million) and use of
reserves ($7.5 million). The $26.3 million
proposed additions included funding for an
Unemployment Insurance Reserve to address
the increase in unemployment insurance
claims that would result from the elimination
of over 960 positions ($9.5 million),
reallocation of select Healthy Neighborhood
Venture Fund activities to the General Fund
($6.6 million), new facilities operations and
maintenance ($0.3 million), City Council

direction for an Essential Services
Preservation Fund ($0.5 million), technology
and capital infrastructure maintenance
activities ($2.7 million), and miscellaneous
activities ($6.7 million). The result was a
balanced 2010-2011 General Fund Proposed
Budget of $871.3 million.,

From the release of the Proposed Budget to
the final adoption of the budget, additional
revisions totaling $82.8 million occurred. The
largest component of the increase was the
rebudget of 2009-2010 funds ($74.8 million)
to be carried forward to 2010-2011 to
complete various projects. The Adopted
Budget balanced approximately 83% of the
total shortfall of $118.5 million with ongoing
solutions. The amount balanced with one
time solutions was $20.5 million.

The following Table I displays the overall
projections for the 2010-2011 General Fund
as they changed between the February
Forecast and the Adopted Budget. The
specific elements of the Administration's
approved budget balancing strategy are
summarized in Table II.

Table I
2010-2011 ADOPTED OPERATING BUDGET

Forecast To Adopted Budget Reconciliation

"",!:~,!?,~~,~~",!:?,~~,~,~,~!.,,""""""""""""""""""""""""""""""""""""""""""""""..I.""""""""""",~".,~.!,?,:.2.~""""""""""""""""""""""""",~""2.~~":.!.Q"""""""""""""""""",,,,(~,,"!!~.:.!.~.>."""""""""",,
"."."."""""".".".""."."".".""".""."."""".".".""."""."."""".""~,?~,~~~.~,~."~.~Y.?:~,~?,?:,~.".".."." """..."",,.,,"""(!,:"!.~2 "...."" "" " ".".""".",,.,,,,(!,,:,~,?2"."."""".""""l..."."."".""".""" .."..."...."9..:}"1.,, ,,..."."."."
" ~~y'~~,~.~.".~.~.!,~,~.~.~,!".(~,~.".!~.~,,},~p.,~,~.!) ".."" "."." "" """""."""'~!~.:.7.~ ".,,,, " "."." ".".""""2.~.Q":.7.,~".".,,.,,",,.,,.,," """"."""".".".<!!~,~.Q.?l.. """.."".."

Development Fee Program Impact N/A 2.49 (2.49)
".""""".".""."."."."".".""......."."""".""."."."."."."."."."""."""".".".".."."......" ....."."""."."."."."".".".".".""""""""1'"''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''"""""'T"""""'"''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''.''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''''

Revised Forecast (with fee impact) 814.76 I 933.27 (118.51)

:~~~~~~~~~~~~~~~;~~~~~~~~~~::~~~~~I~~~~~~~~~~~~;~::::~ ~~I~~~~::;:-~~~il(~~~~:~~~~~~~~~~~~~~~~~~~~~
2010-2011 Ado ted Bud et I $ 954.10 I $ 954.10 I $ 0.00
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As discussed above, following the issuance of
the February Forecast, detailed analysis of the
status of General Fund revenues and
expenditures continued. Based on this
review, a series of changes to the Forecast
Base Budget estimates for both sources and

uses were incorporated into the Proposed
Budget in the form of a Revised Forecast
Base. This Revised Forecast Base Budget (no
Development Fee Program impact) resulted
in a revised shortfall estimate of $116.0
million, slighdy reduced ($0.2 million) from
that shown in the February Forecast.

REVISED FORECAST SUMMARY OF CHANGES

Revisions to the source estimates contained in the February Forecast that were incorporated into the
Revised Forecast included the following:

Sources

Transfers and Reimbursements
Licenses and Permits
Telephone Line Tax
Revenue from Local Agencies
Fines, Forfeitures, and Penalties
Miscellaneous Revisions

Net Change in Sources

Revision

($ 1,285,000)
(207,000)
(175,000)
290,000
168,000
27,000

($ 1,182,000)

Since the release of the February Forecast, changes to the General Fund uses included:

Uses

Retirement Rate Adjustments
Contractual Services
Miscellaneous Revisions

Net Change in Uses

Following is a brief description of the Revised
Forecast changes in General Fund revenues:

• The Transfers and Reimbursements
category decreased by $1.3 million. This
reflected a decrease of $1.0 million to the
estimated transfers of interest earnings
from other funds based on actual
collection trends and expected interest
earnings rates; a decrease of $242,000 to
the overhead earnings assumption; a
decrease of $29,000 to the transfer from
the Convention and Cultural Affairs Fund
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Revision

$ (1,151,000)
(118,000)

(52,000)

$ (1,321,000)

based on a revised reimbursement-related
cost estimate; a decrease of $21,000 to the
transfers from the Airport Operations and
Maintenance Fund for Police and Fire
Services based on revised reimbursement
related cost figures; and a $1,000 decrease
to reimbursements from the Deferred
Compensation Fund.

• The Licenses and Permits category
decreased by $207,000 based on current
collection trends. This reflected lower
revenue estimates for the Business Tax
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($250,000), Fire Permits ($40,000),
Cardroom Table Fees ($3,000), and
Multiple Housing Permit Transfer Fees
($2,000), partially offset by increases to
the Building Permits ($51,000), Multiple
Housing Occupancy Permits ($27,000),
and Miscellaneous ($10,000) categories.

• The Telephone Line Tax category
decreased by $175,000 reflecting
collection experience year-to-date in 2009
2010.

• The Revenue from Local Agencies
category increased by $290,000 to reflect a
correction to the anticipated
reimbursement from the San Jose
Redevelopment Agency for Blight
Abatement Services provided by the
Department of Transportation ($261,000)
and a net increase to anticipated
reimbursements from the County of Santa
Clara ($29,000).

• The Fines, Forfeitures, and Penalties
category increased by $168,000 to reflect
higher estimates for Labor Compliance
Penalty Revenue ($150,000) and Fire
Administrative Citations ($18,000)
categories.

• A variety of other revisions resulted in a
net increase of $27,000. These included
downward adjustments to the Revenue
from the State of California category
($177), a net increase to the Departmental
Charges category ($30,000), and a
decrease to the Other Revenue category
($3,000).
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Revisions to the projected 2010-2011
expenditure levels included the following:

• A reduction to Personal Services costs to
reflect the retirement rates approved in
March 2010 for the City's contribution to
its two retirement plans ($1.2 million).

• A recent effort to renegotiate contracts
for services and purchase of supplies and
materials which resulted in additional
savings ($118,000).

• Finally, all Base Budget expenditure
estimates for all departments were
carefully re-examined during the time
between the February Forecast and the
issuance of the Proposed Budget. This
review resulted in a series of
miscellaneous changes which resulted in
a decrease of $52,000 in the General
Fund.
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As summarized in Table II and discussed
below, the budget balancing strategy

developed by the Administration closed a
$118.5 million General Fund shortfall and
resulted in a balanced 2010-2011 General
Fund Proposed Budget totaling $871.3
million.

Table II
2010-2011 PROPOSED OPERATING BUDGET

General Fund Funding Requirements and Balancing Strategy (in $OOOs)

2010-2011 General Fund Shortfall
:r>~ve~<>'Pl11~l1tFeep~() ram Il11P~ct

'. Revised Forecast .'. .... ..

2010-2011 On

($ 116,016) ($ 116,016)
( ~,49~) ( ~.4~2)

($118,508) ,"'($ J18,508)

Available Fund Balance:
Retiree Healthcare Funding Liability Reserve $ 4,776 $ 0
Future Capital Projects FF&E Reserve 2,398 0
2009-2010 Other Reserves/Program Savings 8,343 1,086

Transfer from Other Funds/Healthy Neighborhoods Venture Fd 23,551 11,305
Fee and Fine Increases/Activity Level Adjustments 2,444 1,195
Miscellaneous 15,038 2.476

Subtotal Additional Resources $ 56,550 $ 16,062

t.IseofEunds··
Position Eliminations/Overtime $ ( 64,622) ($
Employee Compensation Reductions (Unit 99/82 and Appointees) (1,257)
Non-Personal/Equipment and City-Wide Expenses (9,469)
Funding Shifts to Other Funds (5,272)
Development Fee Programs (123)
Use of Reserves (Committed Additions) (7,518)
Unemployment Insurance Reserve 9,500
Healthy Neighborhoods Venture Fund-Related Activities 6,652
Technology & Capital Infrastructure Maintenance 2,661
City Council Direction (Essential Services Preservation Fund) 500
New Facilities Operations & Maintenance 301
Miscellaneous Additions (primarily reserves / revenue supported) 6,689

Fundin Chan es $
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Specific City Council direction regarding the
preparation of the Proposed Budget was
provided in the Mqyor's March Budget Message for
Fiscal Year 2010-2011 (see Appendices Section
of this document). The details of the specific
directions of that Message and the responses
contained in this budget are provided in
Attachment B. Attachment C contains
information regarding the status of City
Auditor recommendations with funding
impacts and Attachment D contains a Tier 2
General Fund Budget Proposal summary.

Following is a brief discussion of the key
elements of the budget balancing actions that
were included in the Proposed Budget. Much
more detailed descriptions of these elements
are provided elsewhere in this document or in
the 2010-2011 Fees and Charges document
that is published under separate cover.

Source of Funds

From the Revised Forecast of $788.9 million,
a net increase of $56.6 million to the General
Fund revenue estimates was brought forward,
resulting in a 2010-2011 Proposed Budget
revenue estimate of $845.5 million. The
components of the $56.6 million increase
included higher revenue estimates ($41.0
million) and an increase in the estimate for the
2009-2010 Ending Fund Balance/2010-2011
Beginning Fund Balance ($15.5 million).
Following is a discussion of those
components broken down by the revenue
categories that are presented in the General
Fund Revenue Estimates section of this
document.
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Available Fund Balance

The higher fund balance of $15.5 million
reflected the liquidation of several 2009-2010
reserves ($11.9 million), an increase in
expectations for expenditure savings in 2009
2010 ($3.2 million), and an increase in
expectations for the liquidation of
encumbrances ($0.4 million). The largest
reserves proposed for use in the 2010-2011
Proposed Budget included: the Retiree
Healthcare Funding Liability Reserve ($4.8
million); the Future Capital Projects (FF&E)
Reserve ($2.4 million); the Neighborhood
Investment Fund Reserve ($1.5 million); and
the Fire Development Fee Reserves
($924,000). Additional expenditure savings
were projected from several projects and
departments, with approximately half of the
unexpended funds anticipated from the
Streetlight electricity credit from PG&E
($1,000,000) and the Tamien Specific Plan
Area Park allocation ($622,000).

Increases to 2010-2011 Revenue Estimates

The $41.0 million increase to the revenue
estimates was spread among many of the
revenue categories as summarized below:

• The $13.8 million increase to the
Transfers and Reimbursements category
included additional transfers of $14.2
million, offset by a reduction in the
overhead revenue estimate of $436,000.
A transfer of $6.5 million from the
Healthy N eighborhoods Venture Fund,
the transfer of $2.4 million from the
Integrated Waste Management Fund, the
transfer of $1.7 million from the
Construction Excise Tax Fund, and the
transfer of $1.4 million from the
Construction and Conveyance Tax Fund
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Increases to 2010-2011 Revenue Estimates
(Cont'd.)

were the largest increases in this category.
A downward adjustment of $205,000 to
the Transfers from the Airport Operations
and Maintenance Fund for Police Services
was brought forward to reflect reductions
in that program.

• The $9.8 million increase to the Other
Revenue category primarily reflected
litigation settlements of $10.0 million,
with the addition of $400,000 for Wellness
Program funding from the City's health
services providers and $2,000 of revenue
related to sale of new subdivision signage
and markings. These increases were
partially offset by a reduction of $581,000
in reimbursements from interest earnings
for the City's Investment Program staff,
reflecting reduction of staff in that
program.

• The $9.8 million increase to the Revenue
from the State category primarily
consisted of tobacco settlement revenues
($9.5 million) that will flow to the General
Fund beginning in 2010-2011 as part of
the proposed consolidation of the Healthy
Neighborhoods Venture Fund into the
General Fund. The increase also included
First Five program grant funds ($250,000).

• The majority of the $7.2 million increase
to the Licenses and Permits category will
be generated from the June 2010 voter
approved changes to the Cardroom Tax.
A combination of a higher tax rate and an
increase in the maximum number of

7

tables at each card club is expected to
generate $5 million annually. Increases in
Fire Permit ($513,000), Building Permit
($888,000), and Multiple Housing Permit
($376,000) revenues reflect updated fees
to remain at cost recovery. Additionally,
an increase of $320,000 for Animal
Control Services licensing fee revenue
reflected increased outreach and
collection activity and a variety of
miscellaneous adjustments in this
category.

• The Franchise Fees category was adjusted
upwards by $2.0 million to reflect the
addition of a 0.3% surcharge on electricity
and gas revenues of Pacific Gas and
Electric Company (pG&E). Because the
Franchise Fee surcharge is not anticipated
to become effective until September 2010,
the 2010-2011 Franchise Fee surcharge
revenue represents only ten months of
collections.

• The $1.7 million increase to the Revenue
from the Federal Government category
consisted primarily of a grant to partially
fund replacement of Fire Department
self-contained breathing apparatus ($1.7
million). The increases in this category
also include grant reimbursements for a
portion of Office of Emergency Services
staff costs ($21,000) and grant funding for
replacement of Tamiflu antiviral
medication ($101,000). This category also
included a decrease to reflect the
elimination of the Senior Volunteer
Program grant ($92,000).
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Increases to 2010-2011 Revenue Estimates
(Cont'd.)

• The $0.2 million increase to the Fines,
Forfeitures and Penalties category
reflected City participation in a parking
citation collection program offered by the
Franchise Tax Board ($200,000) and
imposition of a parking citation dismissal
fee ($20,000).

• The $0.1 million increase to the Use of
Money and Property category reflected
increased interest earnings in the General
Fund as a result of a reduction in
investment program reimbursements.

• The decrease of $0.7 million in the
Departmental Charges category reflected
reduced fine revenue expected due to
reduced operating hours at branch
libraries ($300,000) and reduction or
elimination of fee-generating programs
such as aquatics, citywide sports, and
family camp ($1.5 million). These
decreases were partially offset by increases
reflecting updated fees to remain at cost
recovery in the various fee programs ($1.1
million), and to reflect implementation of
a new Library Fine ($30,000).
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• The decrease of $2.9 million to the
Revenue from Local Agencies category
consisted primarily of decreased
reimbursements from the San Jose
Redevelopment Agency (SJRA) to support
City activities ($3.6 million). This
decrease is partially offset by an increase
in SB720 booking revenue to support
staffmg for the Police central
identification program ($551,000) and an
increase of $166,000 from the County of
Santa Clara for the Senior Nutrition
Program.

Use of Funds

The remainder of the Proposed Budget
balancing strategy involved a multitude of
specific expenditure actions, resulting in a net
decrease of $61.9 million, with an ongoing
savings value of $81.9 million.
Recommended changes from the Forecast
Base Budget level in the Proposed Budget
resulted in a net decrease of 821 positions for
all funds.

A listing of the Proposed Budget
modifications is provided by specific
categories in Table II, and budget actions are
described in greater detail in the CSA and
departmental sections of the Adopted Budget
document.
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The final phase of the 2010-2011 budget
process commenced following the issuance of
the City Manager’s Proposed Budget and
consisted of the following major steps: City
Council Budget Study Sessions on the
Proposed Budget; formal public input
through the Public Hearings process;
issuance by the Administration of
recommendedrevisions to the Proposed
Budget, (in the form of formal Manager’s
Budget Addenda); issuance by the City
Council of recommended revisions to the
Proposed Budget (in the form of Budget

Documents submitted to the Mayor’s Office);
issuance of the Mayor’s June Budget Message
memorandum that included recommended
revisions to the Proposed Budget and
incorporates feedback from the City Council
and the Administration; and approval by the
City Council of a final Adopted Budget.

Summarized in Table III by general category
are the additional funding requirements
introduced by Manager’s Budget Addenda or
the Mayor’s June Budget Message. (The full
text of the Message is included as an
Appendix to this document.)     Those
additional requirements totaled $82.8 million.

Table III
2010-2011 ADOPTED OPERATING BUDGET

General Fund Funding Requirements and Balancing Strategy (in $000s)

Fund Balance to Support 2009-2010 Projects/Balancing Strategy
Revenue-Related Rebudgets to Support 2009-2010 Projects
New Grants/Reimbursements
Revised Revenue Estimates

Subtotal Additional Resources

Position Restorations/Development Fee Program Reserves
Employee Compensation Reduction
Non-Personal/Equipment and City-Wide Expenses
City Council Direction (Mayor’s March and June Messages)
Unemployment Insurance Reserve
Revenue Supporting Activities
Miscellaneous
Rebudgeted 2009-2010 Projects

Subtotal Funding Changes

$ 67,120
13,244
1,795

622

$ 82,781

$ 13,115
(8,585)
1,249

946
(2,125)
1,855
1,522

74,804
$    82~781

$ o
o
o

(300)
($ 300)

$ 2,862
(3,334)

182
(82)
o
o
o
o

(S 372)
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Additional Resources

As part of the City Council-approved
revisions to the Proposed Budget, a total of
$82.8 million in additional resources were
approved to be utilized as part of the Adopted
Budget strategy. The major elements of these
revisions are described below.

Fund Balance to Support 2009-2010
Rebudgeted Projects/Balancing Strategy

The unrestricted portion of the 2009-2010
Ending/2010-2011 Beginning Fund Balance
estimate was adjusted upward by an additional
$67.1 million to primarily reflect the 2009
2010 funding which was estimated to be
available to be carried over to 2010-2011 to
complete previously approved projects ($64.8
million). In addition, the fund balance
estimate was increased by $2.3 million to
reflect an increase in the Sales Tax revenue
projected in 2009-2010 based on the actual
third quarter Sales Tax receipts. These
additional funds were allocated as part of the
budget balancing strategy.

Revenue Rebudgeted to Support 2009-2010
Rebudgeted Projects

The Adopted Budget includes grant and
reimbursement-related revenue totaling $13.2
million that was rebudgeted from 2009-2010
to complete the associated projects in 2010
2011. These revenue-related rebudgets were
spread among a number of revenue categories
(Local Agencies, State Government and
Federal Government) and were offset by
expenditure rebudgets. The largest
component was for the American Recovery
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and Reinvestment Act revenue totaling $10.3
million. Expenditure appropriations for these
actions are also included in the Adopted
Budget.

New Grants /Reimbursements

The Adopted Budget includes $1.8 million in
new grant/reimbursement revenue. There
were a number of new grants and
reimbursements from Local Agencies, the
State, and the Federal Government included
in the Adopted Budget, many of which were
public safety related.

Revised Revenue Estimates

The 2010-2011 revenue estimates were
adjusted upwards by a net $0.6 million based
on revised projections.

This includes the net impact of a reduction of
$1.3 million to the Revenue from Local
Agencies and Transfers and Reimbursements
categories from the San Jose Redevelopment
Agency to reflect reduced support of the City
Attorney's Office and the impact of the 10%
employee total compensation reduction.

Offsetting this large reduction is an increase
of $1.9 million, the largest components of
which include the restoration of services at
the Library ($300,000) and Parks, Recreation
and Neighborhood Services ($792,000)
Departments and increased activity due to the
creation of an additional expedited line in the
Fire and Planning, Building and Code
Enforcement Departments for the Special
Tenants Improvement/Industrial Tool
Installation line ($400,000).
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Funding Changes

Actions resulting in a net addition of $82.8
million were approved as part of the Adopted
Budget. The largest increase was for
completion of programs and projects
authorized in the prior year ($74.8 million).
The majority of the rebudgets occurred in
three areas: Capital ($6.8 million), Earmarked
Reserves ($30.5 million) and City-Wide
Expenses ($32.7 million). Due primarily to
improved revenues and agreements reached
with several employee groups to contain
payroll costs, a number of services that had
been proposed for reduction in the Proposed
Budget were restored in 2010-2011. As part
of these actions, a total of 184 positions were
restored in the Adopted Budget. As a result, a
total of 637 positions were eliminated in
2010-2011. Subsequent to the budget's
adoption, members of the Police Officers'
Association agreed to a concession package
that Council approved on August 3, 2010,
which restored an additional 70 positions.

Listings of all the approved budget
modifications are described in detail in the
CSA and departmental sections of the
Adopted Budget document.
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Future Implications

As shown in Table III and mentioned
previously, a total of $20.5 million in one-time
solutions were approved as part of the
strategy to balance this budget.

The most recent projection for the General
Fund in 2011-2012 (as shown in the February
2010 Five-Year Forecast document) was for a
shortfall of approximately $20.2 million.
Assuming the basic assumptions utilized in
that forecast were close to being correct, the
carryover impact of the one-time measures
contained in this budget would lead to an
increase of $20.5 million in the projection and
a shortfall in 2011-2012 of approximately
$40.7 million. All of the assumptions used to
develop this projection will be revisited in the
development of the 2012-2016 Five-Year
General Fund Forecast.
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